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The emergence and development of economic geography indicates that the 
agglomeration of producing activities will have a significant impact on economic growth 
by increasing the economies of scale and improving the attraction to social investment. 
As the agglomeration reaches a certain level, there forms a benefit called "agglomeration 
rent". The "agglomeration rent" has a positive attraction to investment and production, 
taxing on the "rent" will increase public revenue, at the same time not face the loss of 
investment. The tax competition will be diluted, and the social welfare will be improved. 
Researches show that the industrial agglomeration in China is already formed, whether or 
not the industrial agglomeration change the competition mode between governments, 
dose the industrial agglomeration reduce the strength of intergovernmental tax 
competition and weaken the invalid of tax competition? What does the role the strength of 
the capital liquidity in intergovernmental tax competition plays? These are the focuses of 
this paper.  
To test the impact the industrial agglomeration and capital flows have on tax 
competition, reference to previous researches, this article uses provincial panel data from 
1999 to 2010, out of Tibet province, remaining 30 provincial-level administrative regions 
as the objects of empirical study. On the basis of total regression, according to the capital 
mobility and industrial structure, 30 provinces are divided into three parts for the further 
discussion. The relationship between local industrial agglomeration and the regional tax is 
used to verify whether local government tax on industrial agglomeration, the relationship 
between weighted industrial agglomeration of the competing provinces and the regional 
tax is used to test regional conspiracy or competitive strength. The grouping test is used to 
verify that whether the capital flows will change the taxes reflect when local governments 
face industrial agglomeration. 
The empirical results show that industrial agglomeration did not reduce the strength 
of regional tax competition, local governments still prefer subsidies to attract capital to 
flow into, tax competition is mainly concentrated in the areas where the capital flows 















agglomeration where the resource is more liquid does not weaken tax competition. The 
areas where the resource is less liquid, the local government is more likely to tax on 
industrial agglomeration and to compete with the regions where the resource is more 
liquid. Because of the liquidity of capital, industrial agglomeration does not weaken the 
strength of the tax competition, the main reason is that the quality of industrial 
agglomeration in our country is not so well. To solve the problems, this paper argues that 
to control the invalid of tax competition, we should make a clear economic division, 
improve the quality of agglomeration, and standardize the tax system so that to improve 
the local income and the quality of regional public service. 
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